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Abstract
The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the exchange of ideas about development 
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names of the authors and should be cited accordingly. The findings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. They do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent.
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This paper examines the energy/non-energy commodity 
price link, based on a reduced form econometric 
model and using annual data from 1960 to 2008. The 
transmission elasticity from energy to the non-energy 
index is estimated at 0.28. At a more disaggregated 
level, the fertilizer index exhibited the largest elasticity 
(0.55), followed by precious metals (0.46), food (0.27), 
metals and minerals (0.25), and raw materials (0.11). By 
This paper—a product of the Global Trends Team, Development Prospects Group—is part of a larger effort in the 
department to analyze and understand the key determinants of commodity price movements. Policy Research Working 
Papers are also posted on the Web at http://econ.worldbank.org. The author may be contacted at jbaffes@worldbank.org.   
contrast, only a few price indices responded strongly to 
inflation, although the trend parameter estimate (often 
viewed as a proxy for technological progress) is negative 
for agriculture and positive for metals. A key implication 
of the pass-through results is that for as long as energy 
prices remain elevated, most non-energy commodity 

































































































































































tics—indicate  that  energy  prices  and  to  a  lesser  extent  inflation  and  technological 
change explain a considerable part of commodity price variability (the adjusted R2 of all 
regressions averaged 0.85). Moreover, the ADF statistics were in all but one case (edible 












































































On  the  methodological  side,  the  fact  that  the  estimates  of  the  current  study 
(which included the recent commodity boom) are larger than earlier ones (not account‐
ing for the recent boom) implies that, perhaps, time‐varying parameter or switching‐  — 10 —
regime models may be more appropriate in analyzing the energy/non‐energy commodi‐
ty price links. Such models could shed more light on the relationship between inflation 
and  commodity  prices;  they  may  also  enhance  our  understanding  on  the  (well‐
researched but not  yet settled) subject of the secular decline of primary commodity 
prices. Another avenue to pursue is, naturally, the use of higher frequency data within 






















ly for the components of grain and edible oil indices.   — 12 —
TABLE 1: PARAMETER ESTIMATES 
























































































































Non‐energy  —  0.12  0.11  0.16  0.28 
Food  —  0.25  —  0.18  0.27 
Raw materials 0.08  —  —  0.04  0.11 
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